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EDITORIAL DEPARTMENT NOTE 


Raw material, comprising as it does a very important element in 
manufactured products, frequently does not command the careful atten- 
tion it deserves. Too often the periodic physical inventory is relied upon 
to correct any errors —— from loose and ineffective methods used 
in a continuous accounting ior materials. The physical inventory is 
always necessary as a check on the perpetual or book inventory, but 
because there is such a check is never an excuse for slip-shod me 
in connection with the book inventory. 

Some of the accounting problems involved in the handling of the 
book record of material, particularly as they relate to purchased materials, 
are treated in this official publication. 

The author is Paul M. Atkins, whose early education was gained at 
the Roxbury Latin School and Mount Herman ool. Later he attended 
Yale University where he received the degrees of B.A. and M.A, 
Armour Institute of Technology, and the University of Paris where he 
obtained his doctor’s degree. 

He has had rather wide practical experience, having served as cosi 
accountant for Gray and Davis, Inc.; cost accountant and management 
engineer for the Acme Wire Company; production engineer for the 
Square D Company; consulting engineer on the staff of L. V. Estes, 
Inc., industrial engineers; and instructor in manufacturing at the Uni- 
versity of Chicago. He is now a member of the firm of H. N. Stronck 
and Company, consultants to banks, bankers and their commercial clients. 

Mr. Atkins is also an author. Among his books may be mentioned 
the following: “Industrial Cost Accounting for Executives,” “A 
textbook of Industrial Cost Accounting,” “L’Engeignement de la 
Comptabilite des Prix de Revient aux Etats-Unis,” “Factory 
Management,” a book in Czech on Industrial cost accounting 
especially prepared for translation into that language, and a 
aT of Production Engineering and Industrial Cost Account- 
ing.” He has contributed also to several periodicals, among them, the 
following: Industrial Management, Admuanistration, Management En- 
gineering, The Business Crucible, The American Machinist, The Society 
of Industrial Engineers Bulletin, Nova Prace, The Taylor Society 

ulletin, The Chicago Journal of Commerce, The Manufacturers News, 
L’Europe Nouvelle, The Mid-Western Banker, The Northwestern Banker, 
Mid-Continent Banker, and The Chicago Banker. 

_ He is a member of the Society of Industrial Engineers. For 
this society he was appointed a delegate at the First International Man- 
i? ongress held at Prague in July, 1924. He is also a member 
of the Taylor Society and of the icago Chapter of the National 
Association of Cost Accountants. 


ACCOUNTING CONTROL OF MATERIALS PURCHASED 


The cost control of material is the natural and necessary sup- 
plement to the physical control of stores material. To discuss it 
fully, it would be necessary to cover the whole field of cost account- 
ing—a task which is quite beyond the scope of the following para- 
Staphs. Attention, therefore, will be given only to the account- 
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ing control of material in a rather limited sense of those words, 
confining it strictly to the accounting for purchased materials. 

The solution of the cost control of materials depends on the 
following: 

1. A means of recording the value of the goods received 
in the store rooms, at the time they are received, in an appro 
priate ledger account. 

2. The accurate physical measurement of the materials 
issued when they are delivered from the store room. 

8. The correct pricing of these materials. 

4. A means of recording the value of the material issued 
as a — to the account to which they were debited when 
received. 


The accounting for stores material begins at the time when 
both the invoice and the goods have been received. It happens 
occasionally that goods are so long in transit that the invoice must 
be paid before they arrive in order to take advantage of the dis 
count. Such instances are rare, however, and special arrange 
ments should be made with the vendor so that the articles which 
do not pass inspection may be billed back to him. Normally, no 
goods should be entered in the accounts, except a transit account, 
until they have been received and inspected. 

The Passing of the Invoice: When the goods have bee 
inspected, a copy of the receiving slip showing the results of this 
inspection should be sent to the Purchasing Department. Here it 
should be attached to the invoice for the goods. The invoice is 
then “passed.” That is to say, the quantities shown thereon ar 
verified with the quantities shown on the receiving slip as accept 
able, and the price on the invoice is checked with the price a 
recorded on the purchase order. If the prices are not in accord, 
the matter must be taken up with the vendor by correspondence 
at once and adjusted. If a part of the material has been rejected, 
a debit memorandum slip is prepared, one copy of which is mailed 
to the vendor and another is attached to the invoice and recei 
ing slip. The invoice is usually stamped with a rubber stamp 
which provides spaces for checking off these several steps, 
later ones which follow. If the bill for transportation has been 
received, it is also attached to the invoice. If it has not, as i 
usually the case, an estimate of the normal cost of transportation 
is entered on the invoice. 

The Preparation of the Voucher: The invoice, with these 
several documents attached, is then sent to the Accounting Depart 
ment. Here the extension of the price by the quantity is verified 
or made and a voucher prepared. On the voucher are en 
the results of the previous computations—the total value of the 
invoice, any deductions for goods rejected, the actual or es 
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cost of transportation. The distribution of these amounts to the 
several accounts is also shown. 

The Voucher Register: After having been prepared by the 
bookkeeper and approved by the auditor of the company, the 
youcher is entered in the voucher register and then filed for pay- 
ment. The voucher register is a specialized type of journal in 
which all expenditures made by the company are entered. It has 
the same distribution of accounts as that shown on the voucher 
itself. It is, as its name indicates, a register of vouchers. The 
total for the voucher—except for the estimated cost of inward 
transportation—is entered in the “Accounts Payable Cr.” column. 
(See Fig. 1.) The net value of the stores purchased—not includ- 
ing any cash discounts—is entered in the “Stores Dr.” column, 
and the actual or estimated transportation charges are entered in 
the “Freight In Cr.” column. The other columns are not affected 
in the case of materials. As the vouchers come due they are paid 
by check and this is indicated in the voucher register by entering 
the check number and date of payment against the voucher entry. 

At the end of each accounting period, the voucher register 
is closed. The various columns are totaled, the total of the 
“Accounts Payable Cr.” column is credited to the Accounts Pay- 
able Account in the general ledger, the total of the “Stores Dr.” 
column is debited to the Stores Account in the general ledger, the 
total of the “Freight In Cr.” column is posted as a debit to the 
Stores account and as a credit to the Freight In Account in the 
general ledger. The actual charges for incoming freight are debited 
to this account and the difference, if any, may be carried directly 
to the Profit and Loss account or disposed of in some other appro- 

iate fashion. The Stores account, which is the one of interest 
appears as follows: 


STORES ACCOUNT 


Inventory (to open account) 
Voucher Register (value of 
stores purchased during the 
month. Credit therefor: to 
the Accounts Payable ac- 
count.) 

Voucher Register (estimated 
cost of transportation on ma- 
terial received during the 
month. Credit therefor to 
Freight In Account.) 


Stores Journal (value of all 
stores withdrawn from the 
store room during the month. 
Debit therefor to work-in- 
process, expense, and miscel- 
laneous accounts.) 


(There is always a debit balance to this account which rep- 
Tesents the value at cost of the stores remaining in the store room 
at the close of the month.) 
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STORES ISSUE 


DESCRIPTION 


Figure 2 

Subdivisions of the Stores Account: The assumption has 
been made in the foregoing that there would be only one stores 
acount. This is true in the case of most small and medium sized 
companies. It is quite possible to split this single stores account 
into two or more accounts, such as: “Raw Materials,” “Purchased 
Parts,” “Factory Supplies,” “Office Supplies and Stationery,” etc. 

is procedure is frequently followed in the case of large concerns. 
All these accounts are handled in substantially the same fashion, 
separate columns for each and for the corresponding “Freight In 
Cr.” being set up in the voucher register. 

Recording the Value of Material Withdrawn: The next 
step is to record the value of the materials withdrawn from the 
store room. It is at this point that most controls of material are 
lamentably weak. It is essential, of course, to record the quan- 
tities withdrawn and this is often done correctly. It is necessary, 
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however, to translate these quantities into values and it is here 
that trouble is usually experienced. To be correct, the same values 
must be withdrawn from the store room and credited on the 


Amount of dice 


Dateot invoice 


BALANCE RECORD 


PPROVED |CHECK. B 


Gross Weight Inspection |Condition| Terms 
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Stores account as were charged to that account. This means that 
either the materials must be credited at the price at which they 
Were received or at some equivalent or average price. The theory 

back of all this is comparatively simple; the trouble comes 
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with the practice. This problem, may, however, be solved in the 
majority of cases without serious difficulty. The key to the whole 
situation is found in the correct pricing of material withdrawn. 

No material should be taken from the store room except on 
the authority of a written order, a material issue. (Figs. 2 and 3.) 
This same issue which is employed in the physical control of 
material may also be used in the cost control. At the time when 
the quantities withdrawn are entered on the balance cards, the 
price may be taken from the balance card and entered on the 
— issue. This, of course, implies that the price is already 

ere. 

Entering the Price on the Balance Cards: The means by 
which the price may be brought to the balance are very simple 
As soon as goods are delivered to the Receiving Department, a 
preliminary receiving report, usually made out on the first copy 
of the receiving slip (Fig. 4), is sent to the Purchasing Depart 
ment to announce the arrival of the material and to stop any fol- 
low-up by that department which may be in progress. When a 
notation of this slip is made on the purchase order, the price may 
be entered on the slip from the order. This copy of the receiving 
slip should then be sent to the Balance Desk in the Planning De 
partment and the Purchasing Department’s copy of the purchase 
order held with the invoice until the second copy of the receiving 
slip, noted above, which bears the report of the inspection of the 
goods, comes through. 

A third copy of the receiving slip, which should contain the 
same data as the second, comes to the Balance Desk after having 
accompanied the materials to the store room. The first and third 
copies may then be reunited at this time and the entry for quar 
tity and price be made on the balance card at the same time. The 
information is now available to make it possible to withdraw ma 
terial either at the price at which it was received or at an aver 
age price. 

The Average Price Method: Of these two the average pric 
method is the more frequently found, though it is the more costly 
to operate and is usually not so satisfactory. It does give corret 
results over a period of time and in some cases is valuable because 
it smooths out violent price fluctuations. It may be described 
briefly as follows: 

Whenever a quantity of material is received, it is entered @ 
the “Quantity” column (see Fig. 5), and the price at which it 8 
received in the “Price” column. Its value is entered in the “Value” 
column. Any withdrawals are deducted in both the “Quantity” 
and “Value” columns, the value being computed at the indicated 
price. When a subsequent receipt at a different price comes 
it is entered as first described, the new quantity added to the bak 
ance on hand to obtain a balance and the same for the values. & 
is necessary, however, to obtain a new price. This is done 
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dividing the value of the quantity on hand by the quantity. The 
resulting figure is the weighted average price of all the materials 
of this kind in the store room. This new unit price is employed 
for all issues of material until more is received, when the same 
procedure for calculating a new price must be repeated. 

The: Difficulties of the Average Price Method: The difficul- 
ties with this method are largely practical. It is necessary to make 
all these divisions and multiplications at the Balance Desk at the 
moment when the material issues are being enterd on the balance 
card. This means that scratch pad and pencil must be employed— 
often resulting in a large number of mistakes in computation— 
or else calculating machines must be purchased. Such machines 
are expensive and are economical only if employed durifg a con- 
siderable portion of the working day. Either each balance check 
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Figure 5 
must have a machine with much idle machine time as a result, or 
else several clerks must use one machine and this generally results 
ia substantial amount of idle clerk time. Both outcomes are 
undesirable. 

In order to be able to withdraw material from the store room 
at the same price at which it was received and at the same time 


ea the difficulties just described, the following method was 


oped. 

_ The Actual Price Method: This method is illustrated in 
6. It may be noted that there are three “quantity” col- 
imns—for receipts, issues and balance. When materials are re- 
telved, the quantity received is entered in the “Quantity Received” 
tolumn and added, on the same line in the “Quantity On Hand” 
tolumn. The price is entered on the same line in the “Price” col- 
umn. When material is withdrawn, the quantity is entered in the 
tity Issued” column and deducted in the “Quantity On Hand” 
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Figure 7 


column on the same line. The price for the issue is taken from 
the “Price” column, the first unchecked price (checked in “Ck.” 
column) being taken. A check mark, usually a lower case letter, 
is placed in the “Ck.” columns against the price in the “Price” 
column and the quantity withdrawn in the “Quantity Issued” col- 
umn. If more material is withdrawn than is shown for one receipt, 
enough receipts are taken to cover the quantity issued. This may 
result in the material being shown on the issue at two different 
prices. This does no harm provided the correct quantity is shown 
at each price. If less material is withdrawn on an issue than is 
shown on a receipt, a penciled entry of the quantity of the receipt 
remaining may be made on the “Quantity Received” column, and 
this quantity issued on the next material issue. Once the entire 
alphabet has been used for checking purposes, it can be used over 
again for there will be sufficient intervening space on the card 
to prevent any confusion. 

The Advantages of Actual Price Method: This method elim- 
inates the necessity of performing any mathematical operations 
on the part of the balance clerk beyond those of addition and sub- 
traction. Hence he has no need either to use scratch paper or 
employ calculating machine. The method may seem a little com- 
plicated at first glance, but, as a matter of fact, it is far less com- 
plicated than it looks. If adequate standard practice instructions 
are prepared for the guidance of the balance clerk, one who has 
sufficient intellectual capacity to perform the other tasks which 
a balance clerk is called upon to perform will find no difficulty in 
this part of his task. Of course, this does not mean that the ex- 
tensions of price by quantity to obtain values are eliminated. 
Obviously, this is impossible. I+ does mean, however, that all these 
computations may be done at one time by a clerk who is especially 
trained in the operation of a calculating machine. 

The Recording of Returned Materials: There is one other 
kind of entry to be made on the balance card which is of interest 
in the cost control of materials. Materials are sometimes sent 
into the factory which for one reason or another are not used; 
an order may be cancelled after work is begun upon it; rejections 
during the course of assembly may result in an excess of parts 
issued for the last assembly operations, etc. In such cases, the 
material should be returned to the store-room and this fact recorded 
by means of a material credit slip. These credit slips must be 
entered as receipts on the appropriate balance cards, priced at 
the last price shown on the card and handled subsequently with 
the issues to which they are partial offsets. 

The Extension of Material Issues and Credit Slips: The 
Imaterial issues and credit slips must next be extended in order to 
obtain the value withdrawn and the extensions entered thereon. 
This work can most easily be done with the aid of some of the 
modern calculating machines. The electric driven machines are 
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especially valuable when there is a large number of such extem 
sions to make. 

Monthly Inventories: The best place for performing this 
task is usually in the Cost Department in conjunction with the 
work of preparing the entries for the Stores account in the general 
ledger. Here is found the second point in cost control of mate 
rials which is usually very inefficiently handled. In most casa 
where the balance cards have been operated in some such fashio 
as that described above, especially when the average price method 
is employed, it is the custom to take off the value inventory from 
the cards each month or each quarter. This is a simpler andj 
easier procedure than to take a physical inventory at such fre 
quent periods; but it is at best slow, cumbersome, and rather in 
accurate because of the speed with which this work must be done 
The reason for great speed lies in the fact that the prime use 
the balance cards is to aid in the control of production. The 
use for cost control is a secondary though important function. If 
they are withdrawn from use for several days for inventory pur 
poses, their value for production control is greatly reduced and 
if detained too long, practically destroyed. 

The Stores Journal: Instead of ascertaining the inventory 
at the end of each month and taking the difference between it ani 
the sum of the last previous inventory and the receipts during 
the month as the amount of the withdrawals during the month 
the opposite procedure is followed. A careful record of all with 
drawals is kept and the difference between it and the sum jus 
described is considered the value of the inventory at the end d 
the month. Some few concerns utilize this idea, but most of thes 
keep all issues until the end of the month and then total them 
This is quite satisfactory in the case of a small concern having 
only a few issues each day. When, however, the issues and credit 
slips number several a day, there are several thousand at the ené 
of the month. To summarize such a mass of figures is a long 
tedious task, and there is serious likelihood that some of th 
issues will be lost before or after the summary. Moreover, # 
takes so long as to delay unnecessarily. 

The following method, which has been applied with succes 
under a wide range of conditions, is an improvement over thi 
method. As soon as the issues and credit slips are extended, the 
are sorted each day into piles according to the several controlling 
accounts which are to be charged with the material withdrawn 
The issues and credit slips are then totaled separately, a grand 
total being obtained of each. The totals for each day are tha 
entered in the stores journal (see Fig. 7, page 196), the issues ané 
credits on separate lines, the credits being posted in red. Th 
reason for entering the two different kinds of vouchers separate! 
instead of entering simply the net amount is to facilitate checking 
back if there is any occasion to do so later. ; 
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At the end of the accounting period, the several columns are 
totaled, this time the net amounts in each column being obtained. 
This can be done a few days after the first, by allowing time for 
the issues and credit slips of the last calendar day to pass over 
the balance desk and reach the stores journal clerk. The totaling 
of the columns for the entire month can be done in an hour. 

In order to avoid serious inaccuracies over a period of time, 
it is essential to have the physical inventory constantly checked 
and any differences between it and the balance cards discovered, 
the value computed and entered in the stores. There are various 
ways of making sure that the inventory is verified frequently 
enough. Whenever the quantity actually on hand falls to zero, 
areport of this fact should be made. It is essential, however, to 
have some kind of tickler file for all the different kinds of material. 
Such a file should call for check-ups at regular intervals. For 
some, little-used stores once or twice a year may be often enough; 
for others, twice-a-month checking may be necessary. If such 
verification is done regularly and the discrepancies passed through 
the stores journal, the resulting inventory in the general ledger 
oo — accurate than any which can be obtained by any other 


The Closing Entries: The grand total at the end of each 
month should be credited to the Stores account and the totals of 
the distribution columns debited to the several controlling accounts 
indicated, such as Merchandise in Process, Worked Material in 
Process, Administration Expense, Auxiliary Manufacturing Ex- 
pense, Direct Manufacturing Expense, etc. 

This concludes the discussion of the cost control of material 
within the scope which has been planned. To carry it farther 
would necessitate a general discussion of the whole field of cost 
accounting which is quite beyond the limits of the present out- 
line. It will be found, however, that the backbone of the cost 
control of stores has been traced. If the methods discussed are 
applied with.such minor modifications as local conditions may 
necessitate, it will be found that the administrative control of 
such materials has been made adequate in one of its most im- 
portant phases. 


this 
1 the 
neral 
nate 
cases 
shion 
thod | 
from 
and | 
fre 
it 
done 
se of 
Their 
1. 
pur 
and 
ntory 
t and 
uring 
onth, 
with 
just 
nd @ 
these 
them. 
aving 
credit 
e end 
long, 
the 
rer, it 
uccess 
r this 
, they 
-olling 
grand 
> thet 
23 and 
The 
rately 
ecking 
199 


